Using the national income͞expenditure distribution data from 111 countries, we decompose total inequality between the individuals in the world, by continents and regions. We use Yitzhaki's Gini decomposition which allows for an exact breakdown of the Gini. We find that Asia is the most heterogeneous continent; between-country inequality is much more important than inequality in incomes within countries. At the other extreme is Latin America where differences between the countries are small, but inequalities within the countries are large. Western Europe͞North America is fairly homogeneous both in terms of countries' mean incomes and income differences between individuals. If we divide the world population into three groups: the rich (those with incomes greater than Italy's mean income), the poor (those with incomes less than Western countries' poverty line), and the middle class, we find that there are only 11 percent of people who are ''world middle class''; 78 percent are poor, and 11 percent are rich.
INTRODUCTION
Recent heightened awareness of globalization is also reflected in the interest in issues of international and global inequality. This is, of course, expected since once we begin thinking of the globe as a single unit, then the distribution of income (or welfare) among world citizens becomes a natural topic. Milanovic (2002) has derived world income distribution, the first time such a distribution was calculated from individual countries' household surveys-formally in the same way as one would calculate national income distribution from regional distributions of household incomes. Similar computations were also recently performed by T. Paul Schultz (1998) , Chotikapanich, Valenzuela, and Rao (1997) , Korzeniewick and Moran (1997) , and Firebaugh (1999) . They deal either with international inequality (inequality between mean countries' incomes where importance of each country is weighted by its population), or try to approximate world inequality assuming that each country displays a log-normal distribution of income.
Once we consider the world as unit of observation, we can immediately ask the following question: does world distribution also exhibit certain features familiar from our study of individual countries' distributions? Who are the world's rich, and poor? Is there world's middle class? Can we partition the world by Note: The views expressed are the authors' own and should not be attributed to the organizations with which they are affiliated. We are grateful to two anonymous referees for their helpful comments.
countries and still obtain a reasonably good approximation of its ''true'' inequality obtained by treating all individuals equally regardless of where they live? Are continents good candidates for such partitioning since, for example, most of Africa is poor, most of Western Europe is rich etc.? These are the questions we address in this paper. In Section 2 we describe the data we use. In Section 3, we review the Gini decomposition methodology, due to Yitzhaki (1994) , which dispenses with the problem of non-exact decomposition of the Gini by recipients. Section 4 decomposes world inequality by continents. Section 5 does the same thing for continents themselves: it decomposes each continent's inequality by countries in an effort to establish how homogeneous or heterogeneous the continents are. Section 6 partitions the globe into three familiar ''worlds'': the First World of the rich OECD countries, the Second World of the middle class which includes all countries with mean income levels between Brazil and Italy, and the Third World of the poor. Section 7 concludes the paper.
DESCRIPTION OF THE DATA
The data used in this paper are the same data as used by Milanovic (2002) in the first derivation of world income distribution based on national households surveys. The sources, drawbacks and advantages of the database are explained in detail in Milanovic (2002, pp. 56ff and Annex 1).
1 Here, we shall only briefly describe some of the key data characteristics.
We use here only the data for the year 1993 (Milanovic derives world income distribution for two years, 1988 and 1993) . They cover 111 countries (see Table  1 ). For most of the countries, the distribution data are presented in the form of mean per capita income by deciles (10 data points). In a number of countries, however, since we had access to the individual-level data, we decided to use a finer disaggregation than decile, e.g. to use 12, 15 or 20 income groups. Individuals are always ranked by household per capita income. The preferred welfare concept is net (disposable) income, or expenditures. However, in many cases, particularly for poorer countries where direct taxes are minimal, we use gross income. In these cases, there is practically no difference between net and gross income.
The data for all countries come from nationally-representative household surveys. There are only three exceptions to this rule: the data from Argentina, El Salvador, and Uruguay are representative of the urban areas only, and thus in the calculation and decomposition of inequality, these countries' population includes only urban population. About three-quarters of the country data used in the study are calculated from individual (unit record) data.
All the countries are divided into five geographical regions: Africa, Asia, Eastern Europe and the former Soviet Union (transition economies), Latin America and the Caribbean (LAC), and Western Europe, North America and Oceania (WENAO). We choose these five groups because they represent the ''natural'' economico-political groupings which by being either geographically or politically and economically close share many common characteristics. For example, combining Eastern Europe with the countries issued from the former 1 The data can be downloaded from http:͞͞www.worldbank.org͞research͞transition͞inequality Soviet Union makes sense because of the shared cultural and historical backgrounds reflected, among other things, in a similar level of income and inequality. Three regions (Africa; Latin America and the Caribbean; Eastern Europe and the former Soviet Union) correspond to the regional classification used by the World Bank. WENAO is equivalent to the ''old'' OECD (before the recent expansion of the organization) short of Japan, or to Maddison's grouping of Western countries and their overseas off-shoots.
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The countries included represent 5 billion people, or 91 percent of estimated world population in 1993. The total current dollar GDP of the countries covered is about 95 percent of current dollar world GDP (see Table 2 ). What are the most important data problems? Other than the issue of differential reliability (quality) of individual country surveys, differences in surveys' designs (recall and reference period, imputation of housing services etc.) which we lack information to correct for, the main problem is the mixing of income and expenditures. This was unavoidable-if we want to cover the entire world-because countries generally tend to collect either income or expenditures survey data. Most of the survey data in Africa and Asia are expenditure-based; on the other hand, in WENAO, Eastern Europe͞FSU, and Latin American countries, almost all surveys are income-based (Table 3) . Another problem is the use of a single PPP exchange rate for the whole country even when regional price differences may be large. This is particularly a problem in the case of large and populous countries like China, India, Indonesia and Russia which are, economically-speaking, not well integrated into a single national market, and where prices may differ significantly between the regions. Since these countries, because of their large populations, strongly influence the shape of overall world distribution, small errors in the estimates of their PPPs may produce large effects on the calculated world inequality. There is no adjustment, however, that one can in an ad hoc fashion apply to the purchasing power exchange rates generated by the international comparison project. 3 In principle, these rates are based on direct price comparisons in 1993, which is one of the reasons why we benchmarked the calculation of world income distribution precisely at 1993.
THE MAIN PROPERTIES OF THE DECOMPOSITION OF THE GINI INDEX
This section describes the main properties of the decomposition of the Gini index according to sub-populations. The decomposition we follow is the one presented in Yitzhaki (1994) . 3 The only adjustment that we have made was to reduce price level in rural China by 20 percent compared to the China PPP number obtained from the International Comparison Project. This was done because the PPP value for China was calculated from prices observed in three cities alone, and rural price level in China is considered to be lower than urban. Lowering price level for rural China lowers world inequality. Let y i , F i (y), f i (y), µ i , p i represent the income, cumulative distribution, the density function, the expected value, and the share of group i in the overall population, respectively. 4 The world population is composed of groups (i.e. regions, countries) so that the union of populations of all countries makes the world population. Let s i Gp i µ i ͞µ w denote the share of group i in the overall income. Note that (1)
That is, the cumulative distribution of the world is the weighted average of the distributions of the groups, weighted by the relative size of the population in each group. The formula of the Gini used in this paper is (Lerman and Yitzhaki, 1984) :
which is twice the covariance between the income y and the rank F( y) standardized by mean income µ. The Gini of the world, G w , can be decomposed as:
where O i is the overlapping index of group i with the world's distribution (explained below), and G b is between group inequality. The world Gini is thus exactly decomposed into two components: the between group inequality (G b ), and a term that is the sum of the products of income shares, Ginis and overlaps for all groups. The between group inequality G b is defined in Yitzhaki and Lerman (1991) as:
G b is twice the covariance between the mean income of each group and its mean rank in the overall population of the world (F r wi ), divided by overall mean income. That is, each group is represented by its mean income, and the average of the ranks of its members in the world distribution. The term G b equals zero if either average income or average rank, are equal in all countries. In extreme cases, G b can be negative, when the mean income is negatively correlated with mean rank. This definition of between group inequality differs from the one used by Pyatt (1976) , Mookherjee and Shorrocks (1982) , Shorrocks (1984) and Silber (1989) . In their definition, the between-groups is based on the covariance between mean income and the rank of mean income. The difference in the two definitions is in the rank that is used to represent the group: under Pyatt's approach it is the rank of the mean income of the country, while under Yitzhaki-Lerman it is the mean of the ranks of all members (citizens of a country). These two approaches yield the same ranking if all the individuals have the same (average) income. Denote the Pyatt between-group as G p . Then it can be shown that:
The upper limit is reached, and (5) holds as an equality, if the ranges of incomes that groups occupy do not overlap. We will return to this point, following the interpretation of the overlapping term.
Overlapping is interpreted as the inverse of stratification. Stratification is defined by Lasswell (1965, p.10) as:
In its general meaning, a stratum is a horizontal layer, usually thought of as between, above or below other such layers or strata. Stratification is the process of forming observable layers, or the state of being comprised of layers. Social stratification suggests a model in which the mass of society is constructed of layer upon layer of congealed population qualities.
According to Lasswell, perfect stratification occurs when the observations of each group (e.g. country) are confined to a specific range, and the ranges of groups do not overlap. Stratification plays an important role in the theory of relative deprivation (Runciman, 1966) , which argues that stratified societies can tolerate greater inequalities than non-stratified ones (Yitzhaki, 1982) .
Formally, overlapping of each group is defined as:
where, for convenience, the index w is omitted and cov i means that the covariance is according to distribution i, i.e.
where F r wi is the average rank in group i in the world (all people in group i are assigned their rank in the distribution of incomes in the world and F r wi represents the mean value). The overlapping (6) can be further decomposed to identify the contribution of each group that composes the world distribution. In other words, total overlapping of group i, O i , is composed of overlapping of i with all other groups, including group i itself. This further decomposition of O i is 5 :
is the overlapping of group j by group i.
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The proofs are in Yitzhaki (1994) .
The properties of the overlapping index O ji are the following:
The index is equal to zero if no member of the j distribution is in the range of distribution i (i.e. group i is a perfect stratum).
(b)
O ji is an increasing function of the fraction of group j that is located in the range of group i (note that the reference group is subscripted second). (c) For a given fraction of distribution j that is in the range of distribution i, the closer the observations belonging to j to the mean of group i the will be reached if all observations belonging to distribution j are concentrated at the mean of distribution i. 7 In general, the higher the overlapping index O ji the lower will be O ij . That is, the more group j is included in the range of distribution i, the less distribution i is expected to be included in the range of F j .
Properties (a) to (e) show that O ji is an index that measures the extent to which group j is included in the range of group i. Note that the indices O ji and O ij are not related to each other by a simple relationship. It is clear that the indices of overlapping are not independent. To see this, consider two countries with similar income levels but different inequalities. Let us take Mexico, i, and Czechoslovakia (under socialism), j. Mexico's Gini was around 50, Czechoslovakia slightly over 20. There are many rich and many poor people in Mexico, while the range of people's incomes in Czechoslovakia is very narrow. Consequently, almost (or maybe all) Czechoslovak citizens will be contained within the wide income range of Mexico, while relatively few Mexican citizens will be contained within the narrow income range of Czechoslovakia (O ij HO ji ).
To see the impact of an increase in overlapping on the decomposition of Gini it is convenient to start with between-group inequality. As we have mentioned above (equation 5) G p is the upper limit for G b and it is reached if groups are perfectly stratified, i.e. O i Gp i for all i. In this case, the rank of the mean income of the group is identical to the average rank of (people's) incomes in the overall distribution. Overlapping will cause those two terms to deviate from each other, leading to a lower correlation between mean income and mean rank, and this will decrease the between-group component. Therefore, one can use the ratio of G b ͞G p as an index indicating the loss of between group inequality due to overlapping. Since the distribution of world income is given, and the Gini and mean income of each country are given, an increase in between group inequality must 6 If incomes of all individuals from group j are higher than incomes of all individuals belonging to group i, then F j (y)G1 for all j, and thus O ji G0.
be associated with a decrease of the overlapping component, and we can therefore view the overlapping indices as indicating the appropriateness of the variable used (e.g. country, region) to decompose the world inequality. Our objective in this paper is to show how this stratification-based Gini decomposition adds an entirely new dimension both to our understanding of inequality, and to the conclusions that one might draw.
DECOMPOSITION OF WORLD INEQUALITY BY CONTINENTS
World inequality can be decomposed by countries or by other grouping such as regions. Since there are more than 100 countries in the data it is convenient to perform the decomposition using groups of countries. Consider first the five regions which we have defined above. Table 4 presents the decomposition of the Gini of the world in 1993. Overall Gini is 0.66 which is high by any standard. To get a grasp of the implication of such a coefficient it is worthwhile to compare it to a Gini of an easy-to-remember distribution. Consider a distribution where 66 percent of the population has zero income, and all income is equally divided among the rest. This is a distribution with a Gini of 0.66. Between Group Gini is 0.31 which is less than a half of the world Gini. Average income per capita is $PPP 3031.8 (in international dollars of the year 1993).
The first column presents the share of each group in the population of the world, the second column presents continents' mean income per capita, the third the average ranking of the people in the continent in the world (e.g. the mean rank of Africans is 40.7th percentile); the fourth column presents the Gini coefficient of the continent, and the fifth the overlapping coefficient between this group and the world. If the overlap coefficientGp i , it means that the continent forms a perfect stratum, 1 indicates that continent's distribution mimics the distribution function of the world, while an overlapping index which is approaching 2 means that the continent is heterogeneous with respect to the world. It breaks into two separate strata, one richer and the other poorer than the world.
We focus on the last column. Asia is not a homogeneous group. It has the highest inequality (which is almost equal to world inequality) and has an overlapping index slightly higher than one, which means that it is not a stratified group with respect to the world. Its distribution follows very closely world distribution. This result is not surprising if we consider having Japan and China in the same continent. African distribution is also close to that of the world. LAC and Eastern Europe͞FSU distributions show certain similarities: in both the mean ranks and the overlap components are very close although LAC is somewhat richer. Finally, WENAO, as we would expect, has a very low overlap component. It almost forms a stratum. For the sake of convenience, we shall consider each grouping to represent a stratum if its O ji component is less than 0.3, provided of course, that the lower bound (population share) is not close to this number.
Between-continent inequality Gini is 0.309, which is less than half of the inequality in the world. Had we used Pyatt's between-group component, we would have gotten a between-continent Gini of 0.398, which means that overlapping of incomes has decreased the between-continent component by about 9 Gini points, and increased the intra-group component from 0.26 to 0.35. according to equation (3). Column 4 shows the product of income share, overlap component, and Gini coefficient for each continent. The sum of such products across all continents gives the within-group term in equation (3). (Note that the sum of column 4 here is equal to the total within component from Table 4 .) We note that Africa with 4 percent of the world income, and with high overlap and Gini components is responsible for 2.08 Gini points. This implies almost 6 percent of intra-group inequality (intra-group inequality is 0.35). Asia, on the other hand has 31 percent of world income, high overlap component, high Gini and therefore contributes very high 19.94 Gini points. It thus accounts for the lion's share of intra-group inequality-57 percent. LAC and the Eastern Europe͞FSU represent more homogeneous groups, and their percentage intragroup contributions are similar to their relative share in income (see column 6), while WENAO represents the most homogeneous group. Despite its total income accounting for almost half of world income, WENAO exhibits low inequality and low overlapping with the rest of the world so that its contribution to world inequality is only 6.4 Gini points. Looking at these numbers only, we can already see that Asia is the most important contributor to world inequality: it contributes some 20 Gini points which is almost one-third of total world inequality, and 57 percent of intra-continent inequality. At the other extreme are the rich WENAO countries whose contribution to world inequality falls short of their share in world income (see value of 0.4 in column 6, Table 5 ). Table 6 presents the overlapping matrix between continents. The rows in Table 6 represent the continent whose distribution is used as the base distribution. When Africa is used as the base, then only WENAO forms a distinct group, although not the stratum according to our previous definition. When WENAO is used as a base, both Africa and Asia, with overlapping indexes of 0.186 and 0.182 respectively, are shown to have almost nothing in common with the advanced economies. The interpretation of the two overlapping indices is that there are relatively more citizens of Europe, North America and Oceania in the range of Africa's distribution (i.e. poor), than there are Africans or Asians in the range of WENAO distribution. (We guess that it is not surprising.) This is even more in evidence when we compare Asia and WENAO. With Asia used as the base, the overlap index with WENAO is 0.97; but with WENAO region used as a base, there is only a very small percentage of Asians who fall in the income range characteristic for the developed countries (the overlap index is 0.182). Table 7 presents the average ranking of members of one group in terms of the other. The diagonal presents each group in its own ranking which is 0.5 by definition. The average ranking, unlike mean income, is not sensitive to extreme observations. An average ranking above 0.5 means that, on average, people in a given region have higher ranks in the world than in their own distribution-they are a richer group. For example, a person who is relatively poor in the U.S. (and hence has a low income rank) will be relatively rich in a world ranking. The average ranking of an African individual in terms of a European͞North American is 0.05 which means that an average African is in the middle of the lowest European͞North American decile. Since the rankings of Europeans͞North Americans Africa continues to be ranked low if we compare it to transition economies or Latin America, making it only slightly above the 25th percentile, but it fares pretty well with respect to Asia. That is, using the average rank as the indicator of average well being, Africa's position is a bit higher than Asia's. This could have been observed from Table 4 where the average income in Africa is shown as lower than the average income in Asia but, on the other hand, the average ranking of Africans is a bit higher than the average ranking of Asians. This is the result of several Asian countries with high income that are making Asia's average income higher than Africa's average income, although (mostly rural) masses in India, China, Indonesia, and Bangladesh have very low ranks in world income distribution.
Oûerlapping Between the Continents

DECOMPOSITION OF THE CONTINENTS' DISTRIBUTIONS BY COUNTRIES
In the previous section, we have looked at the decomposition of world inequality by continents. But exactly the same decomposition could now be carried a step further. In this section we decompose the inequality in each continent according to countries. We start with the poorest region: Africa.
Inequality in Africa
The average income in Africa is $PPP 1310 per capita per year, which is the lowest among continents. Although the mean income is low, overall inequality is high, with the continent-wide Gini equal to 0.521. Between group inequality is 0.203, which implies that the differences between countries are mild relative to distributions in the countries, because between country inequality explains less than 40 percent of overall inequality. Table 8 is identical to Table 4 in its structure. The poorest country in Africa is Zambia, and the richest is Swaziland. One interesting property of Africa is that inequality is relatively high in many countries, and that the overlapping indexes with respect to the whole distribution of the continent are also relatively high. The implication of the latter finding is that there is a fair amount of homogeneity among African countries but not among African citizens.
Inequality in Asia
The average income is $PPP 1595 per capita per year. The overall inequality (Gini) in Asia is 0.615, while between country inequality is 0.445 which is twice as high as the between country inequality in Africa. The fact that the betweencountry inequality in Asia accounts for higher share of overall inequality than that in Africa implies that Asia is a more stratified continent, according to countries, than Africa (see Table 9 ). One possible technical explanation for this result is that two countries, China and India account for 70 percent of the population, so that one can be led to the conclusion that the rest of the countries do not have any significant effect on the distribution. But, those two countries have relatively low inequality and the difference in mean income of those two countries is relatively small, so that inequality in the combined population of these two countries cannot be very high. 8 Therefore, the high inequality must originate from the incomes of other countries. Note that richest seven countries in Asia all have the overlapping index less than 0.3, a number that no country in Africa is even close to. Japan, Taiwan, and South Korea which have low inequality and high income clearly form distinct strata in Asia (the overlap index for each of them is very low-under 0.1). Note also that the average rank of these countries' population in Asia exceeds the 95th percentile. It is also interesting to observe that Hong Kong, the ''country'' with the highest per capita income in Asia has, because of high inequality, a larger overlap component than Japan, Taiwan and South Korea. Overall, intra-country inequality in Asia is much lower than intra-country inequality in Africa (28 percent of total inequality vs. 61 percent in Africa), so that the difference in Asia is more among countries while in Africa the differences are more inside the countries. The only country with overlapping greater than one is Nepal, which is the fourth most unequal country in Asia. There is no single country with a Gini coefficient above 0.5.
Inequality in transition economies
The mean income in the transition countries of Eastern Europe and the former Soviet Union countries is $PPP 2781. Overall inequality is 0.465, which is relatively high, and between-group inequality is 0.180 which is around 40 percent of overall inequality (Table 10 ). Thus the region seems to display about the same degree of homogeneity as Africa where between group Gini is 0.20 and its contribution to total inequality is also around 40 percent.
Similar to Asia, however, is the fact that the overlapping index of all countries is less than one, with only five countries with relatively high overlapping (above 0.8): Ukraine, Yugoslavia (Serbia and Montenegro), Estonia, Lithuania and Russia. Also, no country displays a Gini in excess of 0.5-again a feature similar to Asia. The two poorest countries, Georgia and Uzbekistan have low inequality and form the strata (overlapping index less than 0.3).
Inequality in Latin America
Average income is $PPP 3640 per person per year. As shown in Table 11 , overall inequality in Latin America is high (Gini G0.555), with between-country group inequality making less than 10 percent of this number (0.041). So, more than 90 percent of Latin American inequality is explained by inequality within countries. The low between-country income inequality is a hint that in LAC the countries are relatively similar to each other. Latin America forms a very homogeneous region, only slightly less so than the WENAO countries (see below). The great similarity between the countries is shown by the fact that the lowest overlap index still has a relatively high value of 0.73 (Uruguay). Even the richest country's (Chile) overlap index is 0.77 and the mean rank of a Chilean is equal to the 65th Latin American percentile. Compare this with the fact that the mean rank of a Japanese, South Korean or Taiwanese citizen is above the 95th percentile in Asia. 
Inequality in West Europe, North America and Oceania
This is, of course, the richest region with the mean income of $PPP 10,012 which is three times the mean income in Latin America, the second richest region. Overall inequality is relatively low, 0.394, while between-country inequality is also low 0.069 (Table 12) . Clearly, we deal with a rich and homogeneous region, in which more than 80 percent of total inequality is explained by inequality within countries. This last point makes WENAO similar to Latin America, but with one important difference: the overall leûel of inequality is much lower in WENAO than in Latin America. 
(82%)
Note: For Austria and New Zealand, the bottom decile's incomes were recorded as zero, and thus the overlap component, probably spuriously, exceeded 1.
Even the lowest overlap index (in Luxembourg) is relatively high: almost 0.6. Therefore, no country forms a stratum. There is also no country with a Gini index over 0.5; Turkey is the most unequal country with the Gini of 0.45. Several countries, however, have relatively high overlap indexes, above 0.95: Portugal, Australia, the U.K. and the U.S. For a rich country like the U.S., this is an indication that there are many relatively poor Americans 9 ; and for a relatively poor country like Portugal, an indication that there are relatively many rich Portuguese.
Table 13 presents summary statistics. As can be seen, the importance of between country inequality in Asia is high both in absolute amounts (Gini of 0.45) and also with respect to its potential share (89 percent of the betweencountry component according to the Pyatt decomposition). On the other hand, 9 Note that the U.S. and Denmark have almost the same mean income, but the average income rank of Danish population is almost 9 percentage points higher than the average rank of Americans (66th percentile vs. the 57th). This is explained by high inequality in the U.S. the between-country inequality in Latin America is low in both aspects: its extremely low value (Gini of 0.041) and also with respect to its potential share (30 percent; see column 5). Thus Asia and Latin America represent the two antipodes (see Figure 1) . The Asian continent consists of countries with widely different per capita income levels and moderate within-country inequalities. Latin America is a continent composed of countries with similar per capita incomes but with large within-country inequalities. In this section, we abandon the division of the world into continents and divide it instead in five groups: (1) the G7 group (U.S., Germany, U.K., Japan, France, Canada and Italy); (2) the G7 income-equivalent which implies an income at least as high as the income of the poorest G7 country (Italy: $PPP 8000 per capita); (3) China and India as Poor Giants; (4) poor countries, that is those with per capita income less than, or equal to, Brazil ($PPP 3470 per capita); and (5) the ''middle-income countries'' composed of countries with income levels between Brazil and Italy. The Brazilian mean income threshold which divides poor from middle-income countries is also convenient because that income level (about $PPP 10 per capita per day) is about the same as the official poverty lines used in rich countries (e.g. U.S., and Germany).
The rich world (G7 and G7 equivalents) covers about 16 percent of world population (see Table 14 ). (The definition of rich is based, of course, on mean country per capita income, not on actual income of the people in a country.) The middle-income countries contain relatively few people: only a little over 8 percent of world population. All the rest of the world lives in poor countries: a third of world population in LDCs, and additional 40 percent in the two poor giants, India and China. With this decomposition of the world, more than 70 percent of inequality is explained by between-group differences, only 29 percent by withingroup inequalities. This shows first, that with a relatively crude decomposition (based on countries' per capita incomes and only five groups), we can account for more than 70 percent of world inequality, and second, that the number of people who live in middle-income countries is rather small. Notice also that only LDCs and the middle-income countries have relatively high within-group Ginis (0.48); for the other three groups, Ginis are much less. Finally, the overlap index shows that G7 and G7 equivalents represent a stratum.
The overlapping matrix between the five regions (Table 15 ) tells a more problematic story. If we use G7 and G7-equivalents as the base, less than 10 percent of people from LDCs, China and India fall in the income range of the rich countries. G7 and G7-equivalents, however, are very similar. If we use LDCs, or India and China as the base, we see that they are very similar among themselves (overlap indexes over 0.9), and, of course, quite different from the rich countries. This, in turn, implies that an even more meaningful and parsimonious grouping could be a tripartite one: the poor countries (LDCs, China and India; called in the past ''The Third World''), the middle-income group, and the rich (''The First World'').
The results of the tripartite grouping are shown in Table 16 . The first column shows that the Third World accounts for 76 percent of the population but only 29 percent of income, the middle income group accounts for 8 percent of population and 12 percent of income, while the developed world accounts for 16 percent of population and 58 percent of income. Simple partition of the world in these three groups would explain 68 percent of world inequality. Now, this is only marginally less than if the world is divided into countries: as Appendix 1 shows, with such a decomposition, between-country inequality accounts for 75.6 percent of world inequality. This illustrates the meaningfulness of the tripartite oldfashioned partition of the world. By moving from 110 countries to only three country groups, we ''lose'' explanation for less than 8 percent of world Gini.
The Gini coefficients of inequality is negatively correlated with income, while the overlapping indices are low, particularly the one for the Rich World (Table   TABLE 16 WORLD DIVIDED INTO The fact that we do not lose much information by dividing the world in the ''old-fashioned'' way is illustrated also if we divide all the people in the world into three groups using the same income per capita thresholds as for the allocation of countries, namely, that poor people in the world are all those (regardless of where they live) with income level equal or less than Brazil's mean per capita income ($PPP 3470), the world middle class are all those with income levels higher than Brazil's and lower than Italy's ($PPP 8000) mean income, and the rich are all those with annual income above $PPP 8000. Then it turns out that 78 percent of the world is poor, 11 percent belongs to the middle class, and 11 percent are rich. Any way we slice it, world middle class is very small.
One possible explanation to this result is the one offered by Kopczuk, Slemrod, and Yitzhaki (2000) , who derived the optimal income tax from a point of view of a world planner, and compared it to an optimal income tax from a decentralized (country-level) point of view. They argue that countries tend to attach much higher welfare weights to their own citizens, relative to citizens of other countries. This policy implies that rich countries care much more about their own poor, and not whether the ''middle class'' of the world shrinks or not. Largely, this could be due to the physical distance which, despite globalization, separates the poor from the rich. As was recently observed by Bill Gates, if people were randomly assigned their neighbors and the rich thus found themselves living close to the poor, both the awareness of vast inequalities and the threat that poverty and inequality represent for stability would be heightened.
10 Greater efforts to alleviate both would then be likely.
CONCLUSIONS
When we partition the world into five continents (Africa; Asia; Western Europe, North America and Oceania; Eastern Europe͞FSU; and Latin America and the Caribbean), we find that less than one-half of world inequality is explained by differences in incomes between the continents. Therefore, if we look for a more meaningful partition-defined as being fairly parsimonious (that is, involving only a few units) and yet being able to explain most of world inequality-we find that the ''old fashioned'' division of the Earth into three worlds (first, middle income countries, and the Third World) ''works'' much better. The between-group inequality between the ''three worlds'' explains almost 70 percent of total world inequality. According to this ''old fashioned'' partition, 76 percent of world population lives in poor countries, 8 percent lives in middle income countries (defined as countries with per capita income levels between Brazil and Italy), and 16 percent lives in rich countries. Now, if we keep the same income thresholds as implied in the previous division, and look at ''true'' distribution of people according to their income (regardless of where they live), we find a very similar result: 78 percent of world population is poor, 11 percent belongs to the middle class, and 11 percent are rich.
Thus, world seems-any way we consider it-to lack middle class. It looks like a proverbial hourglass: thick on the bottom, and very thin in the middle. Why does the world not have a middle class? First-an obvious answer-is that it is because world inequality is extremely high. When the Gini coefficient is 66, higher than the Gini coefficient of South Africa and Brazil, it is simply numerically impossible to have a middle class. But what may be a substantive cause for the absence of the middle class? We conjuncture that this is because there is no agency whose mandate would be to care about it, and which would be elected by world citizens (in other words, there is no world government as distinct from inter-national agencies), and because national authorities understandably care about their own first and foremost. They heavily discount, or do not care, about the poverty of others, perhaps because foreigners are not their voters, or because of both psychological and physical distance between people in different countries. Poor Dutch are unlikely to be poor at the world level; their government will make sure that they remain relatively well-off; rich Indians may reach the level of world middle class but climbing further will be difficult: both because of high national taxes, and potential political instability that such ostentatious wealth in the middle of poverty might bring about. Thus people can escape, but only a little bit, the curse or the blessing of their countries' mean income. Migration might, in many cases, represent a better option for many people from the poor countries. Their incomes would, almost in a flash, increase. But that's where impediments to migration come into the play. Today's definition of citizenship is access to a number of welfare benefits that keep even the bottom of income distribution in the rich countries well off. Thus the poor people from the poor countries will either have to be absorbed and their incomes increased, or they have to be kept out.
APPENDIX 1
All countries included in the sample are listed in Table A1 . 
